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(2 (o COMMISSIONER ABERMATHY: My name is
{2 JOINT BOARD {3 Kathleen Abermathy. ['m the FCC Commissioner.
( 4) COMMISSIONER KATHLEEN (. ABEANATHY ¢ &) | want to welcome everybody to today's en banc
{5 COMMISSIONER KEVIN J. MARTIN ¢ 5) where we are gotng to focus on possible
(6 COMMISSICNER THOMAS DUMLEAVY ( 67 reforms to the universal service support
{ 7y COMMISSIONER ROBERT MELSON ( 7) mechanism for high-cost rural areas.
(93 COMMISSIONER LILA JABER (8 As a1} of us recognize, universal
¢ 9) COMSUMER ADVOCATE BILLY JACK GREGG (9 service 15 one of the cornerstones of the
(1 (10) Federal Comunications policy, and Congress
{11y PANELISTS I (111 did wake it a top priority n the 1996 Act.
12> RICH COIT. SOUTH DAKOUTA INDEPENDENT TELEPHONE (12} So. it's vital for us to ensurg that the
(1) COALITION (13) program remains sustainable over the long
¢id) PAUL GARNETT, CELLULAR TelcoMMUNICATIONS (1) haul. that it operates fairly and efficiently.
(15} THDUSTRY ASSOCIATION . (15) and that we are addressing problems before
(16) JEFF REYNOLDS. PARRISH. BLESSING & ASSOCIATES (16) they become critical. So, what we're looking
(1 INC. (17) at today s how do you calculate and receive
() JOEL LURIN, ATAY {18y high-cost universal service support.
(19) CEMMIS WELLER, VERIZON (19 And the first panel will address the
(200 DALE LEHMANM, ALASKA PACTFIC UNIVERSITY (70) question of whether high-cost support for
(1) LEE SELWYN, ETI (213 rura) carriers should continue to be based on
22) (z2) embedded costs. should be transitioned to
[72)] (23y Torward-looking costs as under the non-rural
24y (24} support mechanise, or are there other
(5) () alternstives available.
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{1 I think the Comnission concluded

(2} severai times in the past that a

(3 forward-looking cost methodology was an

(4 optimal choice. but refrained from

(51 implementing such an approach based on

{ &) concerns about the reliabitity of the cost

{1 models that you would have for rural aress.
(8 And I know many of those questions remain. At
{9 the Joint Board now. we are revisiting this
(i fundamental question. and I'm sure that our
(11} panrelists will give us a lot of insight into
(121 the strengths and weaknesses of the compating
(13) proposals. What we've found is that these en
{14) banc hearings provide & unique opportunity for
(18) us to hear from a1l parties side by side and
116) kind of address wmany of the questions that
(17 come up.

(18) The first panel also 15 going 1o

(19) address the definition of rural carrier. Some
(20 have argued that holding companies that own
(21 and operate rural telephone companies in

22y different parts of the United States should be
(23) required to aggregate those operations into a
(4} single study area for purposes of calculating
(25 universal service support. And essentially
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panel will address the FCC rule that kmits
support for acquired exchanges 1o the amount
that the seller received, whether or not that
should be revisied.
Now, before we get on to the
substance of our first panel, | want to begin
my offering a heartielt thank you for all of
our esteemed panelists for traveling o
Nashville at their own expense to help the
Joint Board grapple with thesa very, very
important lzsues. You've given us advance
presentation materials that are informative.
We're going to be able to hear from you. We
really do appreciate this; it's essential. We
nead your holp &s we struggle with theae very
complicated, complex issues. And 5o, thank
you.
And | also want to take a moment to
recognize two colleagues who are departing
from public service and, as a result, from
their participation on the Joint Board. it's
Bob Rowe from Montana and Lila Jaber from
Florida.
Bob and Lila have been part of
the Joint Board since | joined a #itle over

Paga 6
(1) what we wouid be doing is treating these
(2} holding companies the same as non-rural
{3) carfriers. So, our panelists are going to
(4) discuss the merits of the cumrent approach,
(5} where we do not engage in that kind of
{6) analysis versus some of the potential
(1) alternatives.
{8) Then we will have a short break. We
9 will need a break. And then wa'k move to our
{10y second panel where we're going focus primarily
(11) on the basis of support for competitive ETCs.
(12} Incumbent carriars have long argued that
(13} wireless carriers and other competitive ETCs,
{14) which is sligible teicom carriers, should
{15) recaive their support based on their own
(18) embadded cost rather than on the incumbent's
(17 cost.
{18) Competitors, by contrast, generaity
(19} argue that incumbents and competitors must
{20y receive iiontical support, whether it's based
{21) on forward-ooking costs, the lowest cost,
(22) provider's costs or any other measure. So,
{23) we're going to expiore all of those arguments
{24) In dutal.
{25 And | think, in addition, the second
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three years ago. They have been instrumental in
helping this Joint Board, | think, cover a
tremendous amount of material, controversial,
complex issues that folks said wa'd never be
able 10 reach consensus on and we did.
Bob was instrumental in urging ua
1o adopt this en banc approach, which we did.
It's been very, very successful and helpful. |
want to thank Bob for that, for his good humor,
for his whit, his knowledge of the details. And
it's going 1o be a loss that you will no longer
be a part of the Joint Board and a kes, |
think, for the public. But | wish you all the
bast in whatever you do next. {'m assuming we
will continue o hoar from you about your
thoughts on many of these issues, so thank you
for all your help.
And Lila also has just been a
tremendous asset on this Joint Board, very good
at reconciling some of the issues between the
Iarger states, the rural staies and the non-rural
states, and how you balance those concems; &
friend who has heiped as we've struggled through
some of these lssuse, and who has helped me
understand the workings of NARUC,
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(1} And | wish them both the best. (0 COMMISSIONER ADLESTEIN: | sure am.
(2 1'm somry thay're leaving bacausa we have & nice {2y Can you hear me?
(3) littie family. | got very comforiable. The {3) GCOMMISSIONER ABERNATHY:  Yes. Wecan
(4) good news is that NARUC has nominated some (4 hear you just fine. So, f you want to make &
(5) excelient replacemants in time for them to (5) few opening remarks, | appreciate you taking
{6) attend today's event. We've got Elllott Smith (&) the time 1o get on the phone. And I'm sorry
{7} of lowa. | want to thank Elliott for being {7 you couldn't be with us today.
{8) willing to stap into some issues and to deal 9 COMMISSIONER ADLESTEIN:  Thank you,
{0) with some very controversial and complox lssues. (9) Commissioner Abemathy. You've done a great
(10} They didn't toll you that, I'm sure. And Ray {10} job of organizing this, together with the
(11} Baum of Oregon — Ray, thank you, also. (11) Joint Board's staff, fclks from the Wireline
{12) Thay've both been nominated by (12) Compstition Bureau here, and, of course, our
(13) NARUC. There will be a formal process through (13} excslent state staff.
(14) the FCC and then they will formally join the {14) | think this is a great en banc
(15) Boand very soon. : (15} hearing you've got organized. I'm reafly
(18) And, finally, | want fo give an {16} disappointed | can't be there. | really wish
{(17) opportunity to my colleagues 10 be able to talk (17 | could be In Nashville loday, not just
(18} (18) because | love the Grand Ole Opry. | had my
(19} (19) tickets; | was ready to go. But thera's some
(20} (20) pressing businoss here in Washington that you
n {21) may have heand about that keeps me from being
(22} (22) there. But I'm listening to as much of this
23 (23) by audio as | pessibly can but, as you
(24) {24) indicated, | might get caled away. There's
(2%) {25) quits a few things going on here today.
Page 10 Page 12
(1) {1) 1do want to join you, Chairman
(@ {2) Abemathy, in thanking Bob Rowe and Lila Jaber
3 {3) for their contributions to the Joint Board. |
(4) (4} really enjoyad working with both of them so
{5} (5) much, and | really approeciated the expertise
(6} (6) and the confributions that they brought o
1) (7 this Joint Board. They've been tremendous and
{8 (8) we're going t0 miss them dearly. Bul I'm also
@ (9) very excited about working with Commissioners
(10 {10) Smith and Baum going forward. | thirk they're
0y {11) going to make a great addition, but wa'll miss
12) {12} our departing colleagues dearly.
(13} (13) I'd also like % extend a particular
(14) {14) thanks to the remarkable group of paneiists
(15) (15} who made the time to participate today. 'm
{18) (16) glad o see that Rich Coit wil be there from
7 7y South Dakota so that South Dakota will be
{18) a Hitle bit about what we're doing here and why (18) representad even if | can't make it. All the
(19) we're axploting thess iasues. And then we'l {18) panelists, ncluding Rich and the others,
(20) move right ko the first panel. (20) bring a rich wealth of exparience that will
(21) My first colleague that | want to (21) really enrich us on these issues. And | think
{22) introduce here is via phone, and that's Jonathan (22) together they refiect a diversity of issues
(23) Adeistein. He's a litfe bit busy meeting with {23) that we've got to consider in this proceeding.
(24) some important foiks today. (24) While the datals at issue in this
(25) Jonathan, are you on the phone? (25) proceading are really complicated, | can't
Heritage Reporting Corporation {202) 628-4888 Page 9 {0 Page 12
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(1) overemphasize the importance of the task at (1) mechanism to make sure that all of rural

(2) hand. I've spoken a iot about these issues, {2 America and il of rural Americans have the

{3) and clearly Congress has recognized the {3} ablity to obtain service at rates that are

(4) importance of ensuring that we maintain a 4) relatively comparable to those of citizens

{(5) specific, sufficient, and predictable (5) Hving in urban areas. And | think that one

(8) universal support mechanism. Putting that (6) of the core goals during my time at the

(7) directive into concrete terms is a ot of work {f Commission has been 1o ensure that we have the

(8) for us and will have an impact going forward (8 connectivity to the 21st century networks for

@ for generations to come on the ability of (9) el Americans, including those who live in

(10} providers in rural America to deliver high (10) rural areas.

{11} quality, lnnovative services, And it's going (11} Today's en banc is certainly going %o

{12) o affect the overall sconomy in development {12) address some of the contentious and critical

(13) of the marketplace in those areas. (13) Issues for how we go about achieving that goal

{14) I'm really looking forward o the (14} and the future of universal service and the

{15) discussions here. What | can't hear today {15) support for those networks.

(18) ¥l look at the record. And, once again, | (18) As } hava said before and in private

(1) really want to send my thanks to all of you {17} meetings with many of you and in some of my

(18) Involved in the effort to put this together {18} previous statements, | do have concems and am

(18] and tackie these knportant issues today. {19y troubled by some of the Commission's potantial

(200  COMMISSIONER ABERNATHY:  Thank you (20) to request that the Joirt Board consider

(21) very much. And we complately understand and, (21) whether a forward-looking economic cost model

(22) neediess to say, this is just the beginning of (22) is more appropriate than for high cost and for

{23) what these issues - it's just the opening (23) non-rural telephone companies. When the

(24) round of comments. So, stay tuned, Jonathan, (24 Comrmission explicitly adopted that mechanism

(25) and good luck. (25} for the non-rural companies, they sxplicitly
Page 14 Page 16

(1) And, | think we'll start with you, (1) stated that might not be an appropriate

2y Commisaioner Martin. {20 mechanism for rural companies.

3 COMMISSIONER MARTIN:  Thank you. {3 And, indeed, the Rural Task Force has

(4) Thank you for organizing the panel and thank (4) made clear that — one of their comersione

(5) al the panelists for making the trip all of {5) concepts of thelr recommendation was the

{(6) the way out hera and for extending their stay (6} dacision to recommend the continued use of the

{7) here at NARUC. (7) embedded cost machanism rather than the

(8) lalso do want to thank and begin by {8) Commission's forward-looking cost model for

(9) racognizing the sfforts of Bob Rows and Lila {0} sizing universal support for nural carriera.

{10) Jaber over the last few years. They've (10) And | continue to be concemed about the

{11) certainly been instrumaental in a lot of the (1%}  implications for them.

{12) decisions we've done. | personally have {12) So, I'm anxious to have tha dialogue

{13} benefittad greatly from thek insight and (13) with the panel today to further understand

(14) thel wisdom as we try to address several of (14) their views and the options of the Commission.

{15) these contentious issues. And | think they've {15} And | equally think that the second panel with

(16) done a pretty good job of public service, not {16) regard to ETCs will be an knportant discussion

(177 only on this Joint Board but in sarving the (17) for the Joint Board. Again, | think that many

(18) citizens of thelr states and sarving all of (18) of the issues related 10 the ETCs have been

{19) the citizens n the country by their efforts (19) widely discussed among the Joint Board, and |

{20) here. So, | do want to wish them the best of (20} think there's many concems about the level of

(21) luck, and we'll continue to miss both of you {21} scrutiny that the Commission shoukd be

(22) a8 we go forward, (22) applying w the ETCs and also how we should be

(23) As Jonathan mentiched, Congress has (23) distributing resources there as well. So, |

(24) required tha Commission to ensure that we have {24) think we will have a spirted, 'm sure,

(25) a sufficient universal setvice support (25) debate on the first and second panel.

Page 13 to Page 16 (202) 628-4888 Heritage Reporting Corporation
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(1) With that, I turn & over to my {1) machanism in particular, And this suggests o
(2} other collsagues. (2 me that perhaps more of the same ie simply not
3}  COMMISSIONER ABERNATHY:  Thank you, (3) an acceptable answer. Theredore, wa're going
4y Comsnissioner Martin. ' (4} toneed to find and agree on a new approach o
{5) MNow, we'l hear from Commissioner {8) achieving our common goal.
(&) Dunleavy. {8) Now, unfortunataly, after raviewing
n COMMISSIONER DUNLEAVY:  Thank you {7) the positions offered and the comments in this
8 very much, Madam Chairman. (8} proceeding and the statemants of - some
(8} And I'd ke to echo, of course, (9 statements of some of our panelists, | sense
{10) Commissionar Abemathy comment's and {10) that we haven't yet made great progrees
{11) Commissioner Adelstein's cornments and (11) towards finding and agreeing on any new
{12) Commissioner Martin's comments relative to the (12) approaches. indeed, 1 have the sense that we
{13) contributions that were made by both Bob Rowe {13) don't aven agres on the role high-cost support
(+4) and Llla Jaber. Il tell you that | for one (14) should play in achleving universal service.
(15) will sorely miss the good counsel and help {16) And 80, | sincerely hope that todey's
{18) that was provided so freely anc genarously on (18) en banc wili give us the opportunity to find
(177 svery question. They were never too busy to (1) and expiore some new ideas. And | hope that
(18) heip out wherever thay were asiked. They will (18) instead of what 30 often happens herg in owr
(19) be soraly missed. {19} world that instead of finger pointing and name
{20) And | think we are, likewise, very {(20) calling, that we could use our lmitad time
121) fortunate to have the opportunity to be joined (2t} together o discover areas of agreament that
(22) here by Eliott Smith from lowa, who Is doing {22y will help all of us along our path o
(23) abang-up job on the ICC task force for the {23) universal sefvice reform and achievement of
(24) tolcom commitioe and NARLIC; and, of coursa, (24) all of ouwr common goals.
(25) Ray Baum, who wil bring - who does bring a (25) And now, in the interest of

Page 18 Page 20
(1) twemendous amount to the table, (1) preserving time and knowing that I've already
{2) Lila and Bob are big shoas o fi, (2) said too much, | will thank you, Madam
(3) but I'm sure that over time that that will - (3) Chalrman, and tum it over.
(4 COMMISSIONER JABER: His are bigger. (44 COMMISSIONER ABERNATHY: And now |
{8 COMMISSIONER DUNLEAVY: - that will (5) want io welcoma Commiasioner Bob Nelson o his
(6) take place. (8} first en banc. Thanks for joining us. He's
(7 Inany event, | think that it (7) been, aiready, an important part of the team
{6) probably goes without saying that none of us {(8) as we prepared for this proceading.
{9) here today questions the importance of 9) COMMISSIONER NELSON:  Thank you. And
(10} universal service and the issues before us. (10} 1do also want 1o exiend my remarks regarding
{11} I'm sure, too, that we woulkl all agree that {(11) Lila Jaber and Bob Rowe. | echa the
{(12) our goal is, as the Act directs us, to ensure (121 sentiments of Commissioners Abemathy, Martin,
(13) that comparable telcommunications services (13) Adelstein, and Dunieavy. They led the way for
{(14) are availabie in all regions of the country at (14) me and others 1o join this Joint Board,
{15) reasonably comparabie rates. (15 including Eiliott Smith and Ray Baum, and have
(18) Now, we might even akl agree that we (16) st very fine examples for us o follow.
(17) want new telcommunications capablities, new (17} Interme of what wa're going 1o be
{18) tachnology to become available in all areas in (18) hearing today, | agree with Tom that, you
(19} & very timely fashion. Those are all in {(18) know, perhaps the written comments so far have
(20) agresment. And there is, as we have heard (20) ot coalesced behind a unified approach o the
(21) repeatadly at a variety of meetings and panels (21) lssues that have been tead up in this proceading.
(22) atthe NARUC convention during the week, that {22y But | am certainly sager 10 hear the thoughts
(23) there is a growing concem over the (23) of the paneiists today regarding the
(24) sustainabllity of the curreri universal (24) sustainability ot the high-cost fund and how
(25) service regime in general and its high-cost {25) that can be best addressed through the goals
Heritage Reporting Corporation (202) 628-4888 Page 17 to Page 20
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{1) that wa're cftering today.
(2) So, with that, Il close my remarks.
3 COMMISSIONER ABERNATHY: Andnow -
(4} wa'll hear from Bily Jack Gregg, Congumner
(5} Advocate from West Virginia.
(6) CONSUMER ADVOCATE GREGG: Dittoto
{7) Bob and Lila. Good luck, God speed In your
(8 fransifion to chvilian Kfe,
(% in my antire time on the Joint Board
(10} the issues that we faced remain tha same.
{11) It's whether we're going to support access or
{12) excess. Unike my feflow commissioners, when
(13) I read the comments, 1 did see a broad
(14) agreement among the partios. It was that
{15) there is abuse in the system, and it's the
(18) support that the other guy is getting.
(17 [ hope that as we talk about trving
(18) to harmonize the currently existing rural and
(19) non-rural support mechanisms, that we don't
(20) losa sight of the mora distant future and what
(21) an appropriate universal service support
(22) system will be in a broadband age that is
(23} rapidly coming down upon us. And I'm going to
{24) take any opportunities | have today to salicit
25) suggestions from the panelists on steps we can
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you compiete credit for that,
And | also want to recognize
Commissioners Martin and Adelstein for their
incredible abiity i have us think through
very tough lgsues, And, frankly, this topic
In particular, both Kevin and Jonathan have
bean voices and, before you, Cormissionar ’
Coppa, who started out on the board when | got
on the board and Bob was on the board - just
for your thoughtful, deliberative manner and
requesting that we think twough all issues
and being the voices of reason when we
desperately needed that.
This ls an incradible opportunity,
commissioners and folks in the audience, 1o
think ahead-while times that - there are
state commissioners leaving. And, cerlainly,
Bob and | whi miss our stata colleagues on
the Joint Board and we recognize you for yout
effort. | see it as a fartastic opportunity
to move forward, And | think Elliott and Ray
are two people that can help in that regard
and my compliments to the selaction.
Burt | also think it's an opportunity
o move the universal service program foiward.

Page 22
(1) star o take now to transition the universal
(2) service fund to ona that will be appropriate
(3) In the broadband age. Thank you.
{49  COMMISSIONER ABERNATHY: Thanrk you
{5) very much, Billy Jack.
6} And then finally we'll hear from
{ Commissioner Lia Jaber from Florida.
(8) COMMISSIONER JABER: Thank you,
{8) Commissioner.
(10y 1 think that | can take the liberty
(1) and speak on Bob's behalf as well —
(12) Commissionar Rowe's behalf that this is an
(13} awasome body that has been lad by a fantastic
(14} manager/eader in Kathleen Abemathy. | think
(16) Bob and | can atiest 1o the fact that
{16) certainly the criticism that the Joint Board
. (11 moves siow has been put to bed under your
{18) leadership, Kathleen. And | just want ¥ stop
(1%} and recognize you for your incredible ability
{20} to have the body reach consensus when we could
(21} reach consensus and be conclae about the areas
(22) that we just simply disagree on in & manner
(23) that I timsly and that has afforded an
(24) opportunity for folks to respond to ditferent
(25} options that we put on the table. And | give
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Like ail things In all programs, certainly
govermiment-type programs, there are
inefficiencies that have to be addressed.
That's not to take away from the success of
the program. Bllly Jack referenced that a
little bit sariier, that we have heard that
there are reforms, and certainly we see
directly that there are reforms that need 1o
take place. And we are exclted today o hear
what those reforms should be.
But | hope we also remember that this
is a wel-founded, successtul program that
neads to be improved upon and become even more
sustainable. And the questions | have woday
really go toward trying to figure out what
these improvements are. in my questions,
you'll see a thame. I'm really focused on the
definition of a rural telaphone cormpany and
how that plays a part in this debate going
forward.
My compliments, again, to tha entire
group. | wish you the best of luck and | hope
our pathe cross again in some form or fashion.
We' see you 3001,

COMMISSIONER ABERNATHY:  Thank you

Page 21 to Page 24
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(1} very much, Commissioner .Jaber. {1} companies provide in South Dakota, they serve
) And now we'll move toward to the (2) approximately 152,000 access lines spread
{3) panal. | want to emphasize what we would (3) across 81,000 square miies of South Dakota.
(#) ftove, because we do have your writien 4) That accounts for approximately 75 to 80
(5} materials, which we have raviewed. If you {5) percent of the state's geography. And our
6) coukd keap it down to threa minutes, which | (6) companies serve all or part of eight of nine
{7 know is really tough — but that's because we {7} Native American reservations in South Dakots.
(8) do want to hear them all, but we want to {8) To give you an idea of the true rural
{9 direct specific questions at you. %) nature of the companies, the three iargest
(10) i you coukd aiso go ahead —we'l {10) communities sarved by the SDTA member
(1%} start with Rich Coit and work our way down the (11} companies are Brookings, South Dakota, which
(12) Bne. if you go ahead and introduce yourself {12) is & town in the eastem par of the state
{13} very briefly, meke your presentation. And {13) with a population of about 18,504; Hot Springs
(14) then as questions are asked, if you could {(14) with a population of 4,129. And the third
(15) Identify yourself, because we have a record {t5) largest is Winter, South Dakota, with a
(18} that's going to go into the docket. And we (*6) popuiation of 3,137. So, that will give you
(1) want to ba able to identify which parties are (17) an idea of the types of communities wo serve.
{18) supporting various propoaals. (18}  Otwiously, our cCompanios serve
(19) S0, we'll start with Rich Colt ot {18} Incorporated and unincorporated communities.
(20) South Dakota Telcommunications Association. {20) Some of the unincorporated communities, they
@1 MR.COIT: Thank you, Madam Chairman, (21) probably don't even have populations of 20.
(22) members of the committes - or the board. | (22} S0, we are very sparse in terms of the area
{23 woukd just ke to thank you for inviting me (23) that we serva. Looking at the population
{24) today. | look at this as an honor. And 1 (24) density of the counties that are served by
(25) think, looking at other members of the panel, (25) SDTA member companies, the average density is
Page 26 Page 28
(1) we will have a great discussion today. And {1) four persons per squar@ mile. Eleven of those
(2) hopefully we'l get closer to where we need o (2) counties have iass than wo pevsons per squere
(3 be to gat to whare we need to ba in the @ mie.
(9 fulore. 4] As a group of companies, as someons
(5 | would just Hke 1o spond just a few (51 who's been invoived in the telcommunications
(6) minutas here just giving you a littie (6) Industry and the rural industry in South
(7} background. | am here today representing the {7) Dakota for a fair number of years, | can say
(8) South Dakota Telcommunications Association (8) that wa're proud as an industry of the
{9) and also the National Telephone Cooparative {9) investments that the rural carrers have mada
(10} Aszogiation. (10)  in South Dakota,
(1) Wit respect to SDTA, as an (11) As & group, they've deployed almost
{12) organization, curently we have 20 member (12) 8,000 miles of fiber across the slate, which
(13) companies, all of which are rural teiephone (13} Includes & backbone network today utiizing
{(14) companies. Twaive of those companies are (14 SONET and EWEM technology. These faclities
{15} member-ownad cooperatives, and 13 of thase {15} have allowad us to extend frame relay and ATM
{18) companies we would consider private companies, (18} services o any requesting school in owr
{17} companies that are either owned by farmily (17} service areas. That was done in iarge part in
(18) busineeses - some of those companies are aiso (18) parinership with the Digital Dakota Network,
(19} ownad by some of the cooperatives, are {19) which is an entity, a network, of leased
(20) subsidiaries of some of the cooperatives. (20) facities establishod by the State of South
{21} We have three municipal telaphone (21} Dakota for use by schoots throughout the
(22) companies that are members, and we also have a (22) state.
{23) tibally owned teiephohe company, Cheyenne (23} We have - locking at the local
(24} River Sioux Tribe Telephone Authority. 24} facilities’ deployment, local exchange
{25) In torma of the service that those (25) faclities’ depioyment, any upgrades of the
Herltage Reporting Corporation (202) 828-4888 Page 25 to Page 28
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Page 26
{1) loop faciities over the past five or six
(2) years or so, we have been able to reach 250
(3) communities with DSL services. VDSL is also
{4} now available in more than 50 of those
(6) communities.
(6) Thers are a number of issues that are
{" betore the board today. { suspect that
(8) probably much of the discussion will be on
{§) forward-ooking cost modals versus embeddad
(10} cost models. As you can tell from our written
{11) comments, we have indicated suppart for the
{12) embedded cost models, We've ~ you will hear
(13) challenges today 10 - gnd criticisms of both
(14) of those methods, and | would just ask the
{15} Joint Board as you evaluate those criticiems,
(18) evaluate alternatives to address the issues
(17 that are presented - first and foremost, we
(18) bsileve that the Joint Board needs to,
(19) whatever it adopts, adopt & mechanism that is
(20) consiatant with promating continued
(21) infrastructure investment.
(22) H you look at the current mathod
(23) this is uthized, we belisve it certalnly has
(24) been consistent with that. In looking at al
(25) the Invesiment that has been made in South
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Increasingly, the wireloss industry is
conlributing o the univarsal service
mechanisms, and we also increasingly are
raceiving high-cost support. S50, we feel its
importam that we be inciuded in whatever
debate there is about the future of the
high-cost support mechanisrma and other
universal service debates.

CTiA and lts member companies think

that this proceeding along high-cost and
contribution-related proceedings and the
intercarrier compensation proceading together,
wh have a significant impact on the way
sarvices - first of all, whether and how
services are deployed, both information
sorvices and telcommunications services are
deployed in rural areas in the foresssable
future. So, you have a significant task

bafore you.

In our commens CTIA has presented a
proposal for reforming the high-cost
mechaniems. And In developing that proposal,
wo tried to do exactly what Bllly Jack Gregg
described, which is to really try to have as
long a time period, as long & hatizon as

Page 30
{1 Dakm.lmhkhilaroepartwe'vebeenabla
{2) “to do what wa've done as a result of the
(3) rmechanisms that are in place today. So, in
(4) our view, looking at - you know, there are
(5 standards in the Act: specific, sufficient,
(8} predictable. But first and foremost, laok at
{7 what the impact on the investment is going to
(8) be, because if you: don't have that investment,
(9) that continued investment, you're certainly
(10) not going to be able to preserve advancad
(11) universal servica, which Is the general goal
(12) that's set forth in the Act. Thank you very
(13 much

(14) COMMISSIONER ABERNATHY:  Very good.

(15) Thank you vary much,

(18) Now, we'l move on to Paul Gamett

(177 fromthe CTIA.

(18)  MR.GARNETT: My name is Paul Gamett
(19) from CTIA. We represent, as you know, all of
(20) the major providers of mobile wirsless

{21) services in this country in addition to a

(22} number of small- and medium-sized carriers,
{(23) manutacturers and applications providers.
(24} First of ak, i'd lke to thark the

{e5) Joint Board for including CTIA on this panel.
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possible In developing those proposals; not ¥a
just look at what the high-cost mechanisms
should iook like in the next couple years, but
what the mechanisms potentially should ook
like ton yoars from now when we really have a
different industry,
And we considered a lot of different
things. We considerad keeping the embedded
cost sysiam, competitive bidding, direct
consumer subskly, forward-Hooking cost. Wa
considered ak those things, and we sat down
with our member companies over a serles of
callg, just like | know you will go through
this process on Joint Board calls and among
yourselves, tried to come up with a proposal
that basically moves us forward into the
future and has a mechanism in place that
basically accommuoxiates what's been happening
in the industry,
Taking a step back, in developing our
proposal, we looked first at the Act, which
requires that the support mechanisms be - as
you have all mentioned - predictable,
sufficiont, specific; that the mechanisms
focus on consurmers first and foremost; ai

Page 29 to Page 32
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{1) ensurs that consumers in rural high-cost areas {1) perline support be avallable on a
{2) have access 1o the same types of servicas and {2 non-discriminatory basis. So, whatever the
(3) tha same options that are available to {3) supportis based on, whether on wireless costs
{4) consumers in low-cost urban areas. (4) or on wireline costs, support should be equal.
{5} Beyond the basic framework provided (5) How do we get there? It's not
{8} nthe Act, we also cama 10 agreement on some {8) something that would happen overnight, it
() core principies for refomit. The first thing (7} would have to happen over a number of years.
{8) that we agreed on is that whatever system is (8) We would transition, first, big carrers to
(9} I place needs 1 be administratively as () the forward-ooking support mechaniam. We
{t0) simple as possible. We all agreed that the (10) woukd need to make a number of changes 10 the
{11} curent system has way tbo much administrative {(11) forward-looking mechanism in order to get
{12) compilexity. Tha second thing we agreed on is (12) smaller cammiers on it We would have o get
(13) that whatever syatem s In place must (13) «id of state-wide averaging, change the
{14) encourage and reward efficiency over time. {14) benchmarks possibly.
{18) And thirdly, we agreed that whatever system is (15) But two things that definitely will
{16} in place has 1o appropriately tarpet support {18) " need to happen in order to gat us there, first
(17} o high-cost areas. It's not enough for the (1) of all, the Joint Board and the Commission are
(18) mechanisms o calculato what may on avesage be {18} going 1o have to devote reacurces o raking
{19) high cost. You have to make sure that the {19) this happen. And { think one of the big
(20) support, whatever it is, actually gets spent (20) knocks on the forward-looking mechanism in the
{21 and targeted o those high-cost areas that {21 past s that the Commission did not devote
(22) need it (22) appropriate resources o keeping that
(23) S0, with that in mind and having 23 mechanism up-to-date and keeping inputs 10 the
(24) considered a whole number of possibliities, we {24) mechanism up-to-date. Tha rulas should be
(25} ultmatsly agreed that the best system for (25) codified 1o require frequent updates to the

Page 34 Page 38

(1} achieving those goals Is ohe based on 1) mechanism, whatever it is. And the Commission
(2) forward-looking economic cost, which Is what (2) needs to set firm deadiines for that
(3} the Commission and the Joint Board has come 1o (3) transition,
{4y agreement on in several instancas in the past. 4)  And we kook forward to discussing
{5} So, hera's our proposal. Basically, (51 this proposal further with you.
(6) the way we have laid it out in our comments is (€) COMMISSIONER ABERNATHY:  Thank you
{71 that over time we transition from our cuirent M very much, Paul.
{8) system of five high-cost support mechanisms &) And now well move on to Jefl
{8 plus two darivative high-cost mechanisms (9 Reynolds of Parigh, Blassing, and Associates.
{10) created under the high-cost loop mechanism (10) MR. REYNOLDS: Good aftemaon. My
{11} down to one high-cost mechaniam that {(11) name Is Jeffray Reynolds. 'm a principal in
{120 cakulates support based on forward-looking {12) e economic conaulting fiem of Pamish,
(13) economic costs. That mechaniem would target (13) Blessing, and Associates and testifying today
(t4) support to wire centsrs, Initially, i would {14) on behalf of the Independent Telaphone and
(15) base support for both incumbents and (15 Telcommunications Aliance. ITTA is an
{16) compalitive ETCs on the incumbent LEC's {(18) organization of mid-sized telephone companies
(17 forward-looking cost for a specific wire (171 seving thousands of rural communities. TTA
(18) centsr. Uttimately, you would develop a (18) mamber comparies sorve a large proportion of
{18) mechanism that would caiculate support for {18) the rural Yines In the nation,
(20) specific areas basad on the most sfficient 20} TTA approciates the opportunity to
(21} technology in that specific peographic area, (217 offer this testimony on the continuing need to
(22) whether that's wireless or wireline or 22) provide specific, predictable, and sufficlent
{23) whatever. (23) universal service, high-cost support for rural
(24} \Under whatever mechaniem is in place, (24) carriers. [TTA Urges you t recommend that
25) though, we think it's critical that equal (25} the FCC continue to use the statutory
Heritage Reporting Corporation {202} 628-4888 Page 33 to Page 36
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(1) definition of rural telephone company fo (13 & haolding company stucture to average their
(2) delermine aligibliity for high-cost support. (2) costs holding-company wide or statewide. By

]
(4
(8)

ITTA advacates that the FCC continue to
calculate support on a study-area basis for
rural tedephone companies. TTTA also asks you

@
4
(5

averaging costs across rural and non-rural
study areas, many stucly areas suddenly woukd
no longer qualify for high-cost loop support,

" (202) 628-4888

{6} 1o recommend retaining the use of embadded {6) 1n other words, a rural study area could lose

(" actual cost In calculating support level for (7) its high-cost funding simply because it is

(8) rural carriers. (8) served by a telephone company that has

(83 The use of tha statutory definition 9 non-rural affiliates. Moreover, any averaging

(10} of rural telaphone company o determine {10) approach to a cost-recovery mechanism creetes
(11} eligibility for rural universal service {1} implicht subsidies and/or significant

{12} support has worked wel, This definition {12} increases in rates in rural aroas, Either

{13) contains multiple criteria for a reason. No {13) result would be contrary to the goals of

{14) single atirbute could adequately define {14) section 254 of the Communications Act and work -
{15) carmiers serving rural areas. The record in (15} to the detriment of rural constsners.

(16} this proceading confirms that rural areas {(16) This proposed change also would

{17) should be treated differently than non-rural (17) encourage holding companies that through theic
{18) areas. These also are substantial differences (18) operating subsidiaries serve both rural and

(19) among fural areas. Study areas served by (18) non-rural araas to sell off non-rural exchanges. ‘
{200 rural camers vary significantly in many (20} Such fractionalization of the industry would

(21) aspects, including line density, topography, {21) destroy efficiencies that cannot be maiched by
(22} and demographics. Because of this, use of the (22) stand-alone telephone companies. The current
(23) definition of rural telephone compeany under (23} systermn fully captures the scale economies of
{24) the Act reflects and captures the variability {24} holding companies. These efficiencies lower

{25) of these markets batter than any single test (25) the company's reporiable costs for universal

~ Page 3B Page 40

(1) would. (1) service support purpoaes and reduce demand on
(2) Further, there is no compelling {2) the high-cost fund. ’

(3} reason to change this definttion, Such a {3) Finally, ITTA advocates that rural

{4} change in oligihllity lilkkely wouid cause (4} universal service continue to be caiculated

{5) certain rural carriers and the communities and {5) using embedded costs and not a forward-looking
(8) customers they serve 1o iose substantial 6} modsl, The ambadded-cost mechanism is the
(m  support. Considering the many comprehensive {7) most precise method for determining network

{8) roform measures cuently befora the FCC, this (8) cost. The differences between rural and

(9} s not the time to make radical changes to (8) norerural carmiers make it problematic to apply
{(10)  universal service support eligibiifty rulos. (10} & forward-looking high-cost support mechanism
{11} _In addition to conaidering major {11) 1o rural carriers. The distortions caused by

{(12) changes to the current system of universal (12) a forward-locking cost models are far less in
(13) servica support, the FCC is considering (13} the more homogenous non-rural areas. The

{14) comprehensive reform to intercarrier (14) dislocations that have been demonstratad in
(15) compensation. This procaading will {15} rural areas by using a forward-looking model
{18) dispmwﬂuntdynﬁoctmralcarrbré.me {16} would produce disastrous decreases in funding
{17y Joint Board must account for these shifts (17} inrural areas.

{(18) before advocating any piecemeal changes to the {18) There iy good reason why the FCC has

{18} ryral universal sarvice fund eligibliity and {(19) twice daciined 10 adopt the forward-kooking

{20) calcuiation nies. The Joint Board should (20) aconomic coat madal for rurad carriers, The

(21} take cana not to exacerbate the volatile (21) Joint Board should recommand that the FCC once
{22) regulatory environment already faced by rural {22) again reject the movement away from embedded
{23) camiers, (23) costs. Thark you,

{24) Similarty, the Joint Board should i (24 COMMISSIONER ABERNATHY:  Thank you
(25) reject proposals to require cariers owned in {e5) very much, Mr. Reynolds.
"Page 37 to Page 40 Heritage Reporting Corporation
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(1) And now we will hear from Joal Lubin, (1) docket - 1 guess it's the next panel on

(2} who is with ATAT. {2) eligible telcommunications carrier. There

(3  MR.LUBIN: ‘Thank you very much. (3) again, | think you have to wait bafore you

(#) Good afternoon. | want to thank (4) answer soma these questions unti you see the

{5y mambers of the Joint Boand for putting the (51 outcome of that docket. My company has put

(8) hearing together and allowing me 1o {8) forward the concept ~ and K's in the record

(N panticipats on the panel. (1) of other carriers or participants, as well -

(8) Before | address the questions asked (8} of ientifying & banchmark, That is o say,

) by the panel, d lke to put some issues In (9) over some level of subsidy that you obtain in

(10) this proceeding in perspectiva. I'm golng to (10) a particular geography, you conclude that you

{11) attempt to do that and summarize it in three (11) only want lo have one ETC. If you only have

(12) minutes, if | can. (12) one ETC, the question than bacomes, is &

(13) Let me begin and tak about the iesue (13) critical to have a TELRIC method for that one

(14} of rural versus non-rural in terms of the cost (14) ETC in that area i you'rs not going i have

{15) methodology. As an Individual who (15) multiple ETCs.

{18) participated in the Rural Task Force for about (18) The other thing that | heard today

(17) 27 montha, { isamad a lot. Andf what { (171 &nd Is also in the record Is this concept of

{18) isamed at that point in time is that it's (18) Infrastructure, | think that code word for

(19) exiremely difficult 1o create a (19) Iinfrastructure, as 1 underatand it, is a code

(20) forward-kooking costing tool when you'ra {20) word of we arg in a circuit-switch world

(21) dealing with a thousand study areas, or 1200 {21) maving to an IP world. And as we move from a

{22) or 1300 study areas. The record currently is {22) circult-switch world to an IP world, | assume

(23) overwhelmed with information and data that 1 {23} Incumbants want to ensure that the money that

(24) suQgests the diternma. F'm not saying it can't {24) they're getting in a circuit-based world wil

(25) be solved, but if It is going to be soived, (25) still be potentially available in an IP world.
Page 42 Page 44

{1} you're going to have to spend a tremendous (1) 1think that's a very legitimate question to

(2) amount of resources and a tremendotis amount of {2) belooked at.

(3} tima. Up to this point in time, | have not (3) 1also hear Bllly Jack Gregg raise

@) seen that. {4) the issue of where ara we going in the future

(5} Point number two, before we harmonize {5} with broadband. 1 think that's another

(8) the issues of costing between rural and (6) critical point that also has to get addrossed,

(7 non-rural, from my point of view, | think there is " And it alao fits in with the whole

(8) something even more imporiant that requires {8) infrastructwre question, And the reason why 1

9y harmonization. And that is the patchwork (8) porceive it 1o be important is depending on

{10y quilt of ali forms of intercarrier {10} how this evolves, it's going to again help

{11} compensation methods. From my point of view, (11) bagin to answer how thess questions should be

(12) | balieve the intarcamier compensation igsues (12) answered and how one transitions the answers

(13} nesd to be addressed, have to be addressed, {13} to these questions in terme of operational

{14} and they can be addressad. | coupls that with (14 plens.

(18} universal service reform as well. (15) And I'f even just go one step

(16) And the reason why | believe it is so (1) turther. If we'ra taking about

{17} important 1s becauss, A, if's broken; and, B, (17) infrastructure uitimatsly being supported by

(18) depending on how that gets changed, it will (18) universal service and we're ultimately taliing

(18 affect how you answer tha questions that are {19) about a broadband pipe inta the home, then the

{20) before you today, it could, In fact, {20) question witimately comes to how many

(21} eliminate the need for the questions to be (21} roadband types are you willing 1o subsidize

(22) answered or, clearly,  thay atill need 1o be (22) Into the home. And 80, | would hope we don't

{23) answered, the way in which you solve it would 23) take lagacy solutions and try 10 superimpose

{24) In my opinion bs fundamentally ditferent. (24) them In the new world, So, my bottom line is

{25) Second point i thare's ancther (25) | would hopa that the Joint Board should
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(1) proceed very cautiously with their (1} line of defense, anather controt mechanism,

(2 Investigation, and it should certainly not (2 We propose that that should be a primary iine

(3) require devotion of resources, whether they be {3) approach that essentialty de-couples the

(4} stale, federal, or industry resources, prior {#) camier's - the customer’s purchase decision

{5) to an order on Intercarrier compensation and a (5) from how much subsidy they get, which | think

(61 Commission order on ETC designation. {8) wa need to do to avoid having somebody go

{n Thank you, and It be glad to 7} from, say, one wiretine line to adding, say,

(8) respond to questions. (8 five wireless handsets. And 30, $20 in

(8} COMMISSIONER ABERNATHY:  Thank you (9) subsidies tum into $120 of subeidies.

{10} very much, Mr. Lubin. That was great. (10} The third measure that we would

(11} Now, we'll hear from Mr. Weiler with {11) propose is that at the outset of any new plan,

{12} Verizon. (12} the support leval should be based on the

{13} MR. WELLER: Thank you, Madam {13) incumbent carrer's actual expenditures during

{(14) Chairman, and commiasioners for the (14) the previous 12-month period rather than on

{15) opportunity to speak you loday, My name s (15) some level it's already cost us. However,

(16) Dennis Welier. As you just heard, I'm with {16} that should only be done once going forward.

(17} Verizon. {37) And then that should ba frozen and then

{18) | think that we've all besn reminded, (18) indexed so as o provide an incentive to all

(19} i we perhaps needed to be, by the recent (19) ETCs in sach area to operate efficiently.

(20) fiap over accounting rules at USAC of the fact {(20) And, finally, fourth, | think we need

(21) that we're basically skating on the outer of (21} 1 recognize that the larger carriers in rural

(22) limit of what is poasible for support in terms (22) areas providing universal service have

(23} of the overall size of the federal machanisms (23} characteristics in terms of density,

(24} using any carrier contribution mechanisms and {24) investment per line, portion of business

(25) not emphasize any - | think if we do long (25} customers in the area, and so on, that really
Page 46 Page 48

(1) division by revenues or by connections or by {1y make them much mors similar to the non-rural

{2) phone numbers, we still have a concern. (2} carers than they are to the smaller carriers

(3) There's no magic wand that's going to solve (3) inrural areas.

(4} that funding dilemma, getting the same money (%) And so, it makes more sense, we feel,

(5} essentially 0 the same people. {5) to consolidats study areas within each state

(6) That constraint being there, | think {8} than on a consolidatad basis that a carrier

(1 we nead to conaider our main focus in the near (7 that's serving more than 100,000 lines ina

(8) torms as controlling the size of the fund and {8 given state ought to be treatad the same way

(97 the measures that ensure incentives for {9) as non-nyal areas are.

{10} operating efficiently, that deal with costs of (10} Those are spacilic proposais. You'll

{11) duplication of supporting multipie networks, (11) notice we proviie incentives for efficiency

(12} and that aiso prevent us from expanding (12}  without going through what | think will be the

{13) without meaning to the entifement that we {13} agony of developing a new cost model or

(14) offer to consumexs in rural areas in changing {14) arguing abouwt the inevitable errors in such a

(15) the kinds of services that they can buy. (15) mechanism.

(16} We've made four recommendations that daal (16) | would also caution, given the

(17) specifically with those concems, and 1¥ (17) premise in which | started, in trying to

(18) just list them quickly here. {18) export the problems of the intercarrier

(19) First, wa recommend that the FCC (18) compensation workd into this worid where we're

{20y should estabiish & rebuttable presumption that (20) already having enough problems dealing with

(21) there should ba only one ETC in each rural {21} tha difficuities we're facing here already.

(22 serving area, {22y And, finally, in conclusion, I'd iike

23) Second, in areas where that (23) totum to tha question that Bty Jack Gregg

{24) presumption’s overcome and for whatever raason @4 asked, which i, what do we do about universsl

(25) they have more than one ETC, we need a second {25) service in a broadband age. And my answer to
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{1) that is something compieotely different. |
(2) don't think we should kid ourselvas that the
(3) near-tem proposals that we're talking about
{4) In these opan proceadings are policy for tha
{5) ages or that they're going 1o survive more
{8) than abou, say, five ysars in the face of
(N} changes | think wa can all see coming.
{8 I'mjust going to list three of those
(9} changes very quickly, and | invite your
(10) questions during the remainder of the session.
(11} First, we'ra all transitioning, we're
{12) all building IP-based natworks. So, as we do
{13) that, we're going to exchange traffic, we're
{14) ali going to play by Intermet rules, not by
(t5) the old circult switch ruies. Those new
(16} networks and that change in the market is good
(17 for the consumars. It's going o offer them
(18) many more choices. But as a side effect, it's
(19} going tum rural ILECs from net recipients of
{20) access sefvice to het payers of ransit
(21} service o interconnect with internet
(22) backbones.
(23} Again, that's not a market solution
{24} that we ought 10 ry 1o change, bt we heed to
{25) take account of it in considering what the

n
e
3
“
5
(6}
)
@
]
(10)
(1
(12)
(13
(4
(15
(18)
an
(18)
(19
{20)
{&n
(22
(23
{24
2%

Page 51

service. And | think all ot that framework is
going to be rethought for the futura,
i | have a broadband connection 1o
the world, | may get my voice appiication from
anyone. it could be a VolP provider in
Estonia. Unless we want to get into the
business of having USAC send checks to
Estonia, we probably need 1o rethink the
structure of that. We probably need to start
funding infrastructure more directly, perhaps
through up-front grants. One advantage of
that, | think, also is it decoupies the
decision of what to support from the decision
about what to reguiate. And | don't mean to
give you the answer to either of those, but |
suggest thosa declsions ought to be made
independently.
So, with that, 1'% stop. And )
invite your questions. Thank you,

COMMISSIONER ABERNATHY:  Thank you
very much, Mr. Welter.
And now, Mr, Dale Lehman from the
Alaska Pacific University. You probably came
the furthest. Thanks.

DA. LEHMAN:  Probably flew the most
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(1) requirements are Qoing o be to meat our
{2) universal service goals In the future.
(3) Secondly, in terms of contribution,
(4) simply put, we have a sactor-gpecific approach
(5) ‘o contribution today, or certain
(6) contributions from cortain carriers. We're
(1) one of only a handful of countries around the
{8) world 1o try to do that. Most countries do it
(8} out of gensral revenue. And by that, | don't
(10} mean state plus intersiate telcom revenue, |
{11} mean the fedoral budget. A sector-specific
(12) tax works f you can identify the sector.
{13) Going forward as the teicom sector emerges
{14y with a larger Internat, we're nct going 1o be
{(15) able to do that and we're not going to tax the
{16) larger intemet as whole. So, we have 10 work
(17 through ancther funding source. That may be
(18) painful but | think this may ba like democracy
{19} in that it's the worse solution axcept for all
(20} the others.
21} And, finally, we have a certain
(22) notion of how the universal service funding
(23 mechanism works. Money goes into a fund,
{24) comes out of a fund In terms of monthly

‘(25) checks. The checks supported a fine, local
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hours, | think, yes.
Thark you for the opportunity to come
and participate in this panel. | don't
believe this panel exists bacause of the
theoretical differences between
forward-ooking and embedded costs. | do
betieva this panel axists bacause embedded
costs have a unique property in that they are
intimately tied to the actual costs of
providing universal service. And only
forward-looking costs provide the basis for
creating an #usion that somehow universal
safvice can be provided far more cheaply than
it is tocay. And | think that that llusion
ia produced in three fundamentally flawed
ways, all of which have been provided to you
in various pleces of testimony.
One Is thia vision that somehaw the
rwal ILECs' costs are rapkily increasing. In
faci, they have pretly much maiched inflation
on a cost-perding basis. And | think the
best benchmark o compare that 1o is statas'
own price cap proceedings in which 38 states,
their average X factor for productivity they
expect in a iocal exchange pratty much matches
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{1} the inflation rate, which is what the
{2) high-cost fund is also matching.
(3) The growth in the high-cost funds,
(#) which undeniably has been large in the last
(5) five years, has been due primarily to a
(6) restructuring from implici to axplicit
(7} support, o some exiant to the acquisition of
(8} rural exchanges from larger carriers and
(8} subsequent investment, to some extant through
(10) the re-inttializing of the cap that was in
{11) piace over the 15806, and a very slight extent
(12} to an increese In linas, But it's not that
(13) the cost - the cost per line has not been
(14) increasing dramatically. So, it's an #usion
(15) to think that there's some waste that's
(18) occcurring suddenty in the last five years. it
{17) was sither there all along or it hasn't been
{18) occurring.
{19) The second i this perception, the
{20) allegation of systematic waste and
{21) inefficiency that goes on. And | think the
(22} only evidence that's been provided of
(23) systematic inetficiency concems the issue of
[24) the number of rural carriers and whether
{25) massive consolidation would, infact, be a
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we need 10 be talking about how to make them
whole in the sense of the pruden invesiments
they made in the past. And this is important
in a forward-looking sense because hiture
investment in rural areas depends on how you
treat the investments that were alraady made
in rurai areas.
S0, If you really believe that
technology has made the current technology
obsoleto, we shoulid be talking about how do we
ensure that carriers have an incentive going
forward to invest in the next genaration of
tachnaology, which will also be made obsolete
at some time in the future.
And, finalty, t would say that |
think | agree with & coupla of things that 1
heard, that the choice of embedded costs and
forward-looking cost really shouldn't divert
you from far more important issues. And !
think intercarrier compensation, how to fund
competitive, oligible telcommunications
carriers, as weil as the contribution that
comes in for USF are far more kmportant and
{ar more worthy of your time than chasing
after a forward-looking cost standard.
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{1} good idea. And | suspect we may have some
(2> more discussion of this, but | would just

(3) point out that | don't think - | think the

(4} cost savings are unproven and, in any cass, !
(5) think it is a very bad Idea for rural areas to
{8) think that you shoukd be urging a massive
(1 consolidation of rural telephone comparies.
{8) The third lfusion of waste that goes

(¥} onis probably the most disturbing. And

(10) that's this vision that technoiogy Is changing
{11} and somehow it has dramatically reduced the
12) cost of providing universal service. | don't
{13) think that comports with the facts on the
(14) ground with the exception of possibly
{15} switching. Loop costs have not experienced
{(16) that kind of technological progress. And

(17) what's more troublesome is if you really

{18) believe it has, we should be talking about a
(19) different issue that's hardly been ralsed.

(20) And that's that if carriers made

{21) prudent investments in the past when

{22) technology was different and now technology
{23) has renderad the costs far lower than what
(24) they already spent, they have under-recovered
{25) those investments to thia point In time, and
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Thank you.

COMMISSIONER ABERNATHY:  Thank you

very much, Dr. Lehman,

And, last but not least, Dr. Loe

Selwyn will be giving us a presentation from
Economics and Technology, inc.

Thark you, Dr. Selwyn.

DR. SELWYN: Good afternoon,
commissioners, Thank you for the opportunity
10 speak with you this aftemoon. | wik
summarize my written stalement emphasizing a
couple of key points.
| think that the policy that has been
developed over the years, and you heard a ot
of it In the remarks so far this aftermoon,
has been focused on nural carriers. | helieve
that fundamentally universal sarvice policy
has to be focused on consumers. And
consumers’ interests may not coincide
pracisely with the sorvice providers that
serve these areas. Consumers' interest —
and, incldentally, consumer intereats come
both with respact to rural consumers as well
as consumers in nor-rural areas who are being
asked to contribute to the high-cost funding
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(1) mechanism.
(2) Forthe consumers who contribute,
(3) -obviously, as the total size of the fund
(4) escalates and their surchargee continue to
(5} rise, that's clearly a concem. But for
(6) consumers in rural areas, if the size of the
{7} tund continues to escalate at the rate at
(8) which it has been escalating in recent years,
(@) the politicai basis for continuing this
{10} support mechanism coukd well erode. And the
{11) very fact that some of the discussions that we
{12) are having here today are taking place is
(13) evidence of that, And that is not nocessarily
{14y nthe interest of nwal consumers who are
{15) looking for ways 1o assure that service is
{16) avaiabie in their community.
(17) Second point is that there's been
(18) some discussion about the effect of CETCs
(19) enlaring in rural areas, getting
(20} certification, and drawing funds from the
(21} high-cost support mechanisms. Concerns are
(22) expressed that if CETCs erode rural LEC
(23) revenues, Causing - further escalating the
{24) size of the fund and not aliowing the rural
(25} LECs to shed costs as rapidly as they might be
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i tha Incumbent is subsidized, it may make
entry aknost impossible.
Competition at a certaln lovel is
poing to happan as we move more foward
broadband. intermodal competition that the
Commission has expressed such interest in in
recent years in cther fora, k will come o
fural areas. And rather than bury our heads
in the sand and assume it won't have ary
sffect as long as the CETCs as are excluded
from the subsidy mechanism or CLECs are not
cortifiad and therefore do not receive
subsidy, there will continue 10 be revenue
arosion.
With respect i the lasue of embedded
versus forward-looking costs, years ago all
local axchange carrers ware regulated on the
basis of embedded cost under a system
reguilation known as rate-of-retum regulation.
At that time, the carriers would subsmit
extensive rate cases, sometimas 15 or 20 or 25
witnesses, extensive financial and other data.
Commissions wouk] review this, would determine
the legitimacy of investments, legitimacy of
yarious operating expenses, would conduct

Page 58
(1) shedding revenues.
{2) Interestingly, these are not new
(3} arguments. Wa've heard these arguments. I've
{4} boen involved in this field now for
(5) 30-some-odd years, and we've heard these
(6} arguments at every stage of the entry of
[14) omipaﬂﬂmlnltoalnustevasectorofm
{8) talcom industry. And this is simply the
{9) latest incamation.
(1¢) I we have a national commitment to
(11} competition, 1 don't think it's appropriate to
{12) carve out ceriain segments of the country and
{13) simply declare competition as nonfeasible and
(14) not to be supported. If we subsidize
(15 incumbents and do not subsidize competitors
{16) sarving the same types of customers in the
{17) same ATeas, we create very perverse
(18) incentives. We deny cuatomers in thoge
{19) communities access potentially to more
(20 efficient, lower coat, and perhaps more
(21) functional ~ more highly tunctional
(22 technoiogies and altomate services. H's
(23) hard for a competitor o come in and compete
(24) with a subsidized incumbant. it's hard anough
{25} for a competitor to compets with an inGumbent.
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audits and reach conciusions as 1o the overali
revenue requirament. They would consider al
sources of revenus that were available to the
LEC.
When wa speak of embedded costs in
the contaxt of rural carriers - and the
notion that these somehow are actual costs, |
think ralses soma serious question. Nobody is
really looking at these costs. They may be —
thoy may not have increased in inefficiency,
but they certainly have an incentive to
continue to escalate spending and escalate
their operating costs # they can be assured
reimbursement.
it seome to me what we need to move
to Is & system that will eliminate perverse
Incentives, that will efiminaie incentives of
larger carriars to sell off smaller exchanges
becausa they have besen abie 1o access more
high-cost support incantives fhat would favor
incumbent technalogy and incumbent carriers
over entrance. And, as a general matter,
doing these things will make — will realty
satisfy and achieve the goals of the Telcom
Act, which is to give 0 rural communities
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(1) access to the same and equivalent services 1) DR. LEHMAN: No, | think the rate

{2y that are avaiiable in urban areas and at (2) caseis an inefficient way to go about that.

{3) prices that uitimately will come o be (31 Butl think the point is if the money was

(4) comparable to those available In non-rural {4) edroady spent and i was spant when newer

{5) areas. (5} technology that Is presumably much cheaper -

(6) Thank you. And I'd be happy to (8) which | actually don't accept as far as loop

{7 respond o any questions. () access goes ~ but i that's your premise,

(8) COMMISSIONER ABERNATHY: Iwantto (8 then its much cheaper, fo provide access to .

9) thank all our panelists, You did exactly what (9) loop tackities. The money was well spent in

{10} we asked you, to give us a high-lsvel summary, (10) the past, but it hasn't yet been recovered,

(11) raise a lot of quastions. (11) You can't just sort of pult out and say, oh,

(12) So, | think what 1Y do is for the (12} wek, the cost has gone down 80 NOW You get

(13) first round we'll start fo my right, We'l (13) half of what you got balore. Bacause the next

(14) start out with Commissionar Jabar, and then on {14) round, nobody is going 1o invest in the newest

(15) down to Commissioner Martin. And because {15} technology without & much more accelerated

(18) we've got enough time, | think each (18} fashion of recovery.

{(17) commissioner can go with two questions. if we (17) I soma sense, it means the

(18} still have time after that, we'll do ancther (18} depreciation was inadequate in the past

(19} nun. (19) because we're now saying the economic reality

{20 COMMISSIONER JABER: Let me seak your (20} Is these faciities really don't have much of

(21} guidance, Madam Chaiman. | have a question (21) alife left or don't have much value left.

(22) that | would like to pose 1o any panelist who (22) But you're stuck with them on the books

{23) wants %o comment on it. And thon | have a (23) becausa the work hes changed, not unike

{24) second specific question. (24) stranded cos!s in electrics, which | know you

(25} The first one ig as | said in the (25) heve a lot of experience dealing with. And
Page 62 Page 64

(1) Imtroduction. | want to focus a little bit on (1) genevally the principle has been accopled that

(2) the definition of the rural tolephone company. (2) stranded costs are an issuae that needs to be

(3) And { heard panelists specifically address (%) daalt with. 1 think there is a huge stranded

{4} that. (4) costissue in teicommunications i you

{5)  Mr. Colt, you took a specific {5} belleve the promise that costs hava

{6} position on it And my question to you, and (6) dramatically come down.

{7} then generally to the panelists, is { think (7 COMMISSIONER ABERNATHY: Go ahead,

{8) that there's recognition that some carriers (8) Dr. Setwyn.

{9} arp receiving support from the program having @ DR. SELWYN:  We don't know that those

(10} met ihe definltion of rural telcommunications {10} costs haven't been recovered becausa we don't

(11) carrier company, put yaf serve in a nor-rural {11) have any jraditional rale of retum analysis

{12) area. n my ajata, In particular, | know of (12) of revanues and contp, What we have is &

(13 one that |s In the Disney area. Disney is noj (3 fundipg mechanism that i son of oost driven,

{14y nural in Forida. | pose that to anyone who (14) but jg pot really facusing on what we might

(18} waris to comyment on it. (15} termm a traditional revanue requirsmant.

{16} And then, By, Lehman, my question in (16) Whai we ¢ kKnaw is thet when

{7 you is one that comes from confuslan and | {17 exchangay are being aok] of, nwal exchanges

{18) apologize for that. I'm not sure ¥ you were (18) are being soid off, the pricas that the buyer

(18) advocating that we go back and make comparnies {19) s paying for them are multiples of book

(20} whole by doing rate cases. When you {20} value, which would certainly give an

(21) referanced, you said that perhaps it's & {21} indication that buyer expects not just to

(22) question of these Incumbents who have not (22) recover the book value of that investment, the

{23) fully recovered the cost of infrastructure. {23) embedded cost, but will in axcess of the book

(24) AN | could think of was, are you advocating [24) value.

(25} for rate cases? {25} So, | think in point of act, K
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(1} you're going to continue 10 rely on embedded {1) that's a concem that we have thatwe dobelleve
(2) coets, you must make the very kind of {2) shouki be addressed.
(3) detenmination that Dr. Lehman has suggested is @) MA. WELLER: Commissionar, there's a
# Inefficiont. That is, you must make a (4} famous article in economics called the
(5) determination as to whether or not that (5} Disneyland Diemma and maybe that was
(6} subsidy is required, whether or not ail (6) anticipating your question, | don't know.
(N sources of revenue — some of which may be (" Let me just mention a couple facts in framing
(8} below the line and non-reguiated but (8) the answer to your question. First of all, 2
#) nevertheless flow to that infrastructure - {9) large number of - as you know, midsized
{10) ara, in fact, not fully sufficient to recover {10} camiers have been growing & lot recently.
(11) the investment. And | don't believe there's (11} And a iot of the lines that we're takking
(12) ever been a demonstration to the contrary. {12) about here are those that they have acquired
(13) COMMISSIONER JABER: Andthe (13} from larger carriers. So, there are already
(14) definition lasue and whatsver follows. (14) constraints on the supputt that they receive.
{15 MR.COIT: Canlspeak to that first, (15) 5o, for a lot of — a the large portion of the
(18) please? (16} ones we're taking about, this may not be that
{1 My name is Richard Coit. With (171 greatof & change to treat them as non-rural
(18) respact 1o the rural definition issue, and you {18) because respectively they're capped at that
{19} mentioned the fact that we had taken a (19) level already.
(20) posftion on that. And in our comments, we (207 There are alsc some safety catches
(21) have taken the position that - with fespect (21) sairsady built into the system, the
{22) to determining distribution of support that (22} safety-valve syatem. And k probably makes
{23) the rural definition that's contained in the {23} sonse io continue that sort of cap for
(24) federal Act should be used. it would seem (24} aextraordinary clrcumstances where it's realty
{25) that thal - | guess you can raise an argument ) (25) necessary 1o make large investments in a
Page 68 Page 68
{1} as o, you know, what the legal ramifications {1) particular area. Having said that, though, |
{2) might be 1 try to pursue some other {2) think if you look across the larger
(3) definition, (3) companies — incidentally, my company wouki be
(4) Butthe fact of the matter is that ‘ (#) aftected by this, | think our estimate is it
(57 the law ioday defines rural telephone {5} would probably cost us about $7 million per
(8) companies differently under the ETC {6} yaar in support 10 do what I've proposed. But
(7} designation provisions. And k would seem to . {n we need o look at ways to presarve the
(81 ue that you have 1o maintain some consistency {8) support so it's directed to where it's really
(8) with that because of the public interest ‘ (9) much needed.
(10) standard that is there. That is there for the (10} | think i we're looking at carriers
(11} purposas of avaluating whether a carrier {11) who, sither because of thel size have
(12) should receive federal universal service (12) economies of scale similar fo larger companies
{13) funding and through deeignation as an ETC, (13) in terrne of large portions of thedr,
{14) Ona of the congems that we have . {14) easentially, overhead parts of their
{16) with respact ko the way things are working _ ' (15] oparations or eisq because of the areas that
(18 today, s k pppears to us that therg are : (18] they servq In terme pf denelty loop investment
{17} sompetitive cariers that i you iagked a] tham. (17) and o on, aren't el differant an ppargiion
(18) i tokal, you know, certainly would not be {18} than non-rurel cpmpanies, then we do, | think,
(1%)  receiving rural suppont i you look &t the rure| {19) have fo star 1o think sbout the wisdom of
(20} definiion. They're recelving rural support (20) treating them in the same calegory as much
{21) skmply because they're providing service in a (21) emalier companios. .
{22} rural area. And that accounts for - | think we 22y And as far as the definition is
(23} noted in our comments that it appears that that (23) concemed, again, I'm not the attomey here.
{24} may account for about 25 percent of the support - (24) This could be my revenge on lawyaers trying o
{25} that's going out to competitive carmiers. And {25) do economics. My understanding is that the
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(1} dafinitional ditferences set forth in the Act {1} wire centers or fo a specific, small
{2) ‘s with respect o certification of the ETCs. {2) peographic region. And that, we think, is
{3 And the Commission Is not obligated to use {3} more consistent with requirement of the Act.
(4} thatas & dividing fihe in terms of the way (44 COMMISSIONER ABERANATHY: Why don't we
(5 funding is structured and indesd only arrived (5} go ahead and move on to Bllly Jack. ]
{6) at that atter several years of deliberations 8y  CONSUMER ADVOCATE GREGG: it's hard
() &s a maltar of convenlence. So, they can {" %o know where to start. Thare are so many
(8) dapar from that if the Joint Board of {8) issues and so many questions. But | guess we
(9) commissioners finds that suite what they need {9) may as well start with this, I'm sure you all
(10) todo. {10) saw this on the cover of tha USA Today
(1)  MR.GARNETT: Justto follow on (11) yesterday, the story about universal service
{12} Mr. Welter's point, the Act In section 254 {12) paid out to rural companies.
(13) does not tak about rural carers. it talks {13y The allegations in the story and the
{14) about consumers in rural high-cost areas. (14) anecdotes that were given is that there are &
(15) This is a point actually made back in course {15) number of small rural companies that were
(16) of the RTF proceeding by the Vermont and Maine (18) saming wetl ino the 20 percent range, paying
(1 Commissions, and the Commission notad that int {17 out large dividends and large salaries o
(18) the ordar tsall in a footnote buried in the (18) their employees, that nevertheless pulled down
(19) back of the item, but | do remember it. (18) large amounts of federal universal service
{20) | think the critical thing here is (20 funds.
{21) that whatever support mechanism we have has to {21} There are currently state universal
{22) target support 10 rural areas, not to rural ‘{22) service funds that take a last look after the
(23) carriers or to carriers based on whether they {23} mechanism has run before they determine
{24) might be big or small. 8o, your example of (24) whether any additional funds or support should
(25) Sprint In Florida is & good one but - {25} be paid out. They look at a bottom lines,

Page 70 Page 72
{1} COMMISSIONER JABER: Smart City. (1) whether that's eamings or a certain specified
(22 MR.GARNETT: ¢'msomry? (2) amount of revenues over the samings. The
(3 COMMISSIONER JABER:  Justfor the (3) federal universal service fund for rurals does
{4) record, it's Smart Gty Telcom. (4) ot look at costs. And, in fact, local
(5) MR. GARNETT:  Okay. Well, the cther (5) swiching does not even - I'm sorry, looks at
{8) exampla is Sprint has 2 mittion lnes in (6) cost. Local switching does not even look at
(7) Florida, That is the one | thought you were (M cost in paying out support.
(8) thinking of, But in any case it could be that {8) Hag the time come for the tederal
{8) Sprint does serve some high-cost areas or the {(8) universe sarvice support machanisms 1o take 2
{(10) company you wete talking about doss sarve some {10) last look, either based on total revenues
{11) high-cost areas. And whatever support {11} produced by the loop — and we considered
{12) mechanism we have in place should target {12) unseparated loop costs ~ or to look at the
(13) suppoit to those high-cost areas. {13) bottom line retum in determining whether
(14) One of the problems with the current {14) additionai federal universal service funds
(15) systom is we have this problem of averaging. {(15) shoukd be paid out? And Ml just put that
(16} So, under the cument system K you have a {16} ©pen fo any of the panefists.
(17) study area that has 2 million lines in it and {17 MR. WELLER: | guess weneeda
(18} there are high-cost and low-cost areas in that (18) volunteer. Il stap forward.
(19} study area, you're not going to get support (19) | think this ks sont of a imdamental
(20) under most cases. And the same thing is true (20) question we have to ask ourselves about
{21) under the non-rural mechanisin where you average {21) philosophy here before we get imo specific
(22 costs at the state levol. {22) detalils, bacause there are ol sorts of ways
(23) Wae think ulimatoly the better system (23) that we can go back to more regularly
(24) s to get rid of the statewide averaging and (24) approaches. 've already mentioned, you know,
(25) study area averaging and target support to (25) constructing cost models ard tried to
Page B9 o Page 72 {202) 628-4888 Heritage Reporting Corporation
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{1y prescriba costs. We can also sort of - wa {1) those communities to also ba asked to provide
{2) can goback and audit peopie trying to look (2) subsidy.
(3) for bad actors, or we can suck back irvo (3) As ! mentioned, there is strong
{(#) raguiation, processes that ara starting o (4) evidence that these properties are valued at
(5} step away from it. {S) well In excess of embedded costs, which means
{8} |think the answer 10 your aarfier {&) that people buying them - smalier companies,
(" question about what do we do in a broadband {1 smaller midsize companios that are buying
(8} age is that we don't get more with regulatory, & rural exchanges are prepared 10 - areg willing
{9) we get less from regulatory, As | 3aid {9) %o in effect capitalize future excess samings
{10y sarler, ! think we need 10 find ways 10 have {(10) by paying premium prices over the cost of
{11 universal service be efficlent, but we need to (11)  support for those assets.
(12} be clever in thinking of ways to do that that {12} Thatin self is evidence of the
{13) don't rely on more reguiation because wa (13) sufficiency of the existing revenues from all
(14) probably want to decoupe unfversal service {14} sourcas, because that's what the buyer looks
{15) from regulation, And the amoumt of support {(15) to. The buyer does not imit the scope of a
{18) that's needed in area may be separate from the (18) decision to reguiated revenue. The buyer
(17 amount of regulation that's needed in an area. {17) looks at all revenues. Al an agoregata level,
{18) So, | woukd ba very concemed about a (18) the hoiding companies that own a lot of
(19) mechanism that would require us to go back and (19} exchanges that are receiving high-cost support
(20} do essentially a rate case on every company at (20} are similarly baing traded. Their equities
(21} the end of avery ysar, even though | think {21) are being traded well In excess of book
(22) that's wek intentioned. {(22) values. So, their investors, thelr public
(23) | think something that sets incentives (23} stockholders, are making a similar kind of
(24 in the structure of the peyouts in the (24) cholces.
{25) manner that we've had good resuits from, is (25} Wea don't - in a sense — maybe }
Page 14 Page 76
(1) Incentive regulation both at the federal level (1) would be forced to agres that maybe we dont
(21 and the state level ini the last 15 yoars is & {2y need to do general rate cases on sach of these
(3) simpler, less contentious, and uitmately more (3) companies because the evidence is overwhelming
(#4) productive way of going about things. . (4) that their revenuos are sufficient without
(5} CONSUMER ADVOCATE GREGG:  Dr. Selwyn? (5) support. But if a company wants support, ik
{8) DR. SELWYN: Thank you. You know, (8) seems o e it has 1o be asked and made 10
(7} the proponents of embedded cost as the basis (n make & showing that that support is raquired.
(8) for support seem 1o want to have it both ways. ® MR. GARNETT:  In responsa o your
{9) They want to retain the trappings of a (9 question, we don't think that, you know, the
(10) reguiatory burden while not actually - in (10) commissioners should get in the business of
(1) terms of the basis for funding without {11) punishing companies for making money. But at
{12} ' actually accepting the mechanism of regulation {(12) the same time | think that we don't think it's
{13} to determing that tha funding is reasonable. {13) appropriate for universal service to be one of
(14} What we have right now is - and | {(14) an ETC's best profit centers.
{15} think there's very strong evidence of this - (15}  And under the current system, under
(18) is that carriers in rural areas who are (18) embeddad cost system, and also under the
{17) getting high-cost support are siso able o {17} forward-looking system, cariers are
(18) expioit - and | don't maan that in a (18) guaranteed & rate of retum under the
{19) pelorative sansa. Thay're able 10 explolt {19) high-cost universal service mechanisms. And
{20) their infrastructure 10 develop new revenue (20) that rate of tum, by the way, was
{21) sources from broadband services, DSL, other (21) determined - was based on the then ~ the
(22) things that are capabie of producing revenues {22) cost of capital for Bell operating companies
(23) sufficient to defray all their costs. And in (23) 16 years ago, 11.25 percent.
{24) thosa circumstances it seerns 0 me that it's (24) | think that USAC doas a pretty good
(25 entirely unreasonable for anyone outside of (25) job of paying out high-cost subsidies io the
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{1} cariers that receive them. I'm guessing thal (1} And, in fact, as you lose lines to
{2) they always get their check from USAC (2) competition over time, you're undergoing
(3) eventually. There's no risk associated with - (3} considerable rigk. In a way an embedded cost
{4} universal service. So, lef's get risk-related {4) mechanism - and without even the necessity
(8) profits out of the universal service {5) for arate case, it's self-comecting in the
{6) mechanisms. (6) sense that - 1o the extent that the reporting
{7) One thing that CTIA has proposed {71 mechanisms are in place there, there's a lot
{8) among a number of fixes to the current system (8} of accountabliity, and i can be measurad and
{9) is to basically reduce that 11.25 percent to a (& monitored. And as Dennis suggested —
(10} lower number that would reflects - that {10} although you don't necessarily want to get
(11} basically gets that risk-related profit out of (11) that business - if there are abuses and bad
{12) the universal service mechaniams, Ulimately, (12) ectors out there, there's a way 10 get at them
(13) we think that profits should come from {13) right now. 50, | don't - | ind a lot of the
(14} consumers, Nct from the universal service (14) rhetoric on this unfounded.
(18} mechanism. (18)  DR.LEHMAN: This iz Dale Lehman.
(1)  COMMISSIONER NELSON:  Mr. Reynoids. (18) Retuming to your pointing to the
(in  MR.BREYNOLDS: et Reynolds with {17) newspaper, it seerns 1o me there's three
(18) 1MTA. (18) courses of action 1o deal with with isaucs of
{19) Some of this rate-of-return-bashing, (19) abuse.
(20) 1Wcall i, is it's a litte bit misplaced. {20) One of them is, as you suggest, not
(21) Firstof all, I'd tike 10 correct the notion {21) looking at the samings of the company. But |
(22) that there'’s a guaranteed retum that comes {22) share Mr, Wellers concems that wa're headad
{23) out of rate-of-return regulation. (23) down a road of much more regulstion and really
(24) Particularly in the federal rulas, it's the (24} full blown rate cases for every single rural
{25) opportunity 1o sam 11 and a quarter. And {25) company.
Page 78 rage 80
(1) that just doesn't come cruising in there (1) Asecond course of action is better
(2) easiy. (2) auditing. Auditing is not perfect, but
(3) Also, relative to the cost recovery {3) cerlainly can ba done and more resources put
(4) mechanism of high-cost universal service, (4) into auditing can catch the, quote, bad
(5) whie | agree with Dr. Selwyn that in {5) Bclors.
(8) evaluating acquisition companies certainty (6} The third course is the one that Mr,
(7} look at all revenue streams that are (7 Weller suggestad, and | think has a iot of
(8) avallable. There's considerabla time between {8) appeal, which is just to have better
(%) when deals are struck and when thosa deals are (9) incentives on the cost aide and a price cap
{10) consummated. Particularly for ILECs, there's (10) mechanism which essentially you have on the
(11} aconsiderable process where that's vettad {11} overall fund today, having frozen the size of
(12) through both the state and the federal (12) It You know, it has a lot of appeal.
(13) regulatory agencies. (13) The only thing | caution you is to be
(14) So, while there's obviousty - you (14} careful what you ask for bacause when you put
{15} know, what this historic revenue sireams have (15) strong cost-raducing incentives in place, that
{16) been as & practical matter when these (16) means strong cost-reducing incentives. And
(17} companies acquire rural exchanges, oftentimes (17}  some of those might be in terms of not rolling
(18) there's considerable investment, considerable (18) out broadbend as quickly bacause desplte the
(18) risk that goes along with that. You don't get (19) ability to leverage the existing
(20) paid back instantanecusly. You know, tha (20 infrastructure and make broadband revenues,
{21} current ambadded cost, rural high-coet (21) many companies have such low take rates on
{22} universal Betvice mechanism works on a lag (22) broadband currently that it is nota
(23} basis. So, you're gatting a retum on your (23) profitable inveatment, And they will think
(24) unseparatad loop costs, but it doesn't alf (24) harder about making those nvestments in the
{25) come back. {26 future. '
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(1) So, before you go down the road of (1) support thalr rates within their state?

(2) throwing out auditing and saying what you want (& And Nl ask Mr. Cuoit first and then

(3) s stronger incentives, at least make sure (3 M. Gametl.

(4) that you thought through that you really want (9 MR COIT: Thank you. We definitely

(5) cost reduction to be first on the mind of all {(5) bealieve that somathing needs 1o ba dond along

{8) the companies under universal service funding. (6} the lines of encouraging states to take a

N DR. SELWYN:  Leo Selwyn. (7} share of the universal service burden. Over

{8) | don't think this is an issue of bad (8} the last several years we have seen in

(8) actors and gocd actors. Clearly, you can {8) non-rural areas, § think, two or three

(10) always find some bad actors, end that's what (10} additional ETCs designated. In the rural

(11) the USA Today article has identified. (11} areas of South Dakota - and not necessarily

{12) But we have a system that doss not {(12) al of the rural areas of South Dakote, but we

(i3 encourage efficiency, that rewards (13) have-at this time the incumbent has an ETC;

(14) inefficiency. And even without impugning the (14) one wirsless camier has an ETC, another

{15) intagrity or honesty of anybody, the fact Is (15) wiraless carrier that - actually, two other

{16) that when a company is confronted with an (16) wireless camiers have applled, and it

(1N opportunity to have its costs recoverad, to be (17) certalnly appears that the second wireless

(18} made whols, irrespective of the way it runs {18) carrler that applied has & fak shot at

(19} #s business, that is an absclute, guaranteed (19) getting ETC status.

(20) ticket o inefficient operations. And we try 20) And| look at that and it seems to me

{21} to address that 1o the larger ILECs with price (21} that the reason it is happening is that our

(22) cap regulation, And unjess we are prepared to (22) state Commission has abeolutely na skin in the

(23) do similar types of monitoring as we did in (23 game. Thay're looking at it as a way of

(24) the pre-price cap days under rate-of-returmn (24) improving wireless coverage, period. And its

(25} regulation for these smaller companies, these (25) made really without regard to, | think, the
Page 82 Page 84

() Inefficioncies will persist. And 's not an (1) real facts of some of these — the reality of

(2} issue of bad actors. It wil persist simply (2) the low denaities in some of these areas.

(3) because the institution encourages it (3) Golden West Teicom cooperative is

4} CONSUMER ADVOCATE GREGG: My second {4} the largest cooperative in the state of South

(5} question deals with the role of the states. (5) Dakota. It covers about 25,000 square miles.

(8) Under the cuvrent universal service mechanisms (8) If you look at that and you consider that area

{7) of the federal government, if a rural company (N} tobea state, it would be the 41st largest

{8) qualifies for support, H receives that (8) stala in the country. And it serves only 2.1

{8) support, imespective of what the state does () access knes per route mila of faciity

(10} with rates or with [ts state universal sarvice (10) throughout that entire area on average. Doos

{11) fund or whether it has a state universal {#1} It make sensa o be designating two, three,

{12) service fund. The Tenth Circuit Court of (12) four ETCs within that area? We can talk about

(13) Appeals directed the FCC and the Joint Board {13) nefficiencies and waste so forth, but that

(14) to develop a support systam for non-rurais that {(14) whole lssue of portabiity and the number of

{15) contains some sort of inducements to the {(15) ETCs that are designated, the siates have 10

(16) states 10 help support universal service. {16) be accountable. And | don't think today they

(17} Indeed, the Tenth Clrcuilt sald that it had to (17) are, :

(187 be a joint effort of states and the federal {(18) You mentioned the benchmark. It

(19} government. {19) seams 10 me that that is a critical element

{20) Do you belleve that it would be (20) going forward o making sue that, you know,

{21) appropriata 1o require states to do certain (21} there isnt some abuse. You know, should

(22) actions first in terms of rates, in termsa of (22) companies be getting a bunch of USF if their

(23) state-supported state universal fund and to (23) local service rates are 6, 7, 8, $9 & month,

(24) maximize those staia resources prior 1o (24) no, | don't belleve they should, and | think

{25) cailing on consumers in other states (o help (25 thera's a reason for those benchmarks. And
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(1) that s to not necessarity to require (1) real appeals of this proposal is that it does
{2) companies to move their rate up to a {2) give coat-reducing incentives. But whether or
(3 particular leval, but make sure that if they (3) not that's what you want, | mean, we all think
{4) don'tthat the modest support they get is {4) about the good kinds of cost-reducing
(5) goingy o be impacted by that, {5) incentives, which are to avoid waste and
(6) MR.GARNETT: Woe definitely think {8) inefficlency. Some of the cost reduction
(7) that states have an important role to play, (N might take the form of not rolling out new
(8) and the Tenth Circuit has said they do. And {8) services well in advance of demand, which many
(9} in the non-rural procoeding that's certainty (9} rural carriers have done. So, I'm not
(10) something you looked at. And in our comments (10) entirely sure that maximixing cost reducing
(1) one thing that we noled is that in many cases (11} incentives is always a wise thing to do,
(12} you have a situation where rates in rural (12) Buton the face of It, | think that
(13) earees are actually lower than they are often (13} does addross a lot of the concerns. And for
(14) In urban areas. Sprint went into congiderable (14) al practical purposes, we are doing that
{15) detal on this issue in its comments, SBC {15) today except not on a carier level. (n terms
(18) taked about this ilssue a couple of {16 of the whola fund, i Is indexed to inflation,
(17) proceadings ago, in the non-rural proceeding. (17 and the fund is not allowed 1o grow ~ you
{18}  One idea that we talked about which (18) know, we re-initialize the cap, but it's stil
(19) ultimately didn't make k into our comments {18) capped.
{20) but! think is actually kind of an ineresting (20)  CONSUMER ADVOCATE GREGG:  Should this
(21) idee is 1o develop an affordable nationwide (21) be appiled to all ETCs in the area, though?
{22) rate and support a percentage of costs that (22) DR.LEHMAN: 1% deal with that in
{23) are above that benchmark, use that as youwr {23 the second panel, because | don't believe this
(24) benchmark. And that way you can encourage {24) Is the basis for the competitive ETCs that are
(25) siates to do move to increase rates for rural (25) sitting here today.
Page 86 Page 68
{1} WECs and for LECs generally and to get us to (1)  CONSUMER ADVOCATE GREGG: Mr.
{2) & shustion where rural ILECS are getting more (2) Reynolde?
(3) than 17, 18, 19, 20 percent of their revenuas (3) MR.REYNOLDS: | think one of the
(4j from customners and away from a situation right {4} things with - § guess | regard the indexing
(5) now whare you have carriers getting B0 {5} mechanism as unnecessary just from the
(6) percent, in some casas 90 porcort of their (8) standpoint that the embeadded cost rmechanism
(7) ravenues from a combination of universal {7} that's out thare right now is seti-comacting.
(8) servica and accons, . (8 #want i cigle back & something
{9 COMMISSIONER NELSON:  Let ma pick up (9) that Mr. Weller said relative o the
(10} pn something Dr. Seiwyn has mentioned. And (10} efficlancies jhat come with haiding companies.
(11) thatis thal po ane is looking at the cost ang {11} Mosi of tha oparating costs assoclated with
(12) that there is certalnly no incentive 1o (12} high-post loops exist at tw operating company
(13)  pantral cos} under e sysiam, (13 m.so,.mmywwpmm
i16) Angl I'd tice 10 aag sither Pr. Lehman - (14 within § ginte, the officlencies arenat
{15} o Mr, Reynolds. | think Mr. Weller has a {(15) happening in thesa non-contiguoiss sreas. |
(16) proposal which responds to that point. And (18) think the efficiencias that happen in
{17y thatis 10 ook at the indexing of actual (17} cofporate operation éxpenae exists back at the
{18} expenditures, locking back at the actual loop {(18) holding company level. That flows down
{19) cost over a 12-month period and indexing thom. (1) through the mechanism, so in that sense i's
{20) Would this be a suitable way to look at (20) almoat salf-correcting.
(21) controliing costs for rural teicos and shoukd {21} It would probably be interesting
(22) this be applied 10 all EYCs In the area? (220 lock and ses over time how the rural companies
(23) Ekher Dr. Lehman or Mr. Reynokis, (23} on an embecdded coat methodology have
(24) DR.LEHMAN:. This s Dale Lehman. As (24) performed. | know that just from dealing with
(25) | was trying to indicate, | think one of the {25) companies such as CenturyTel and ANTel that
Page B5 to Page 88 (202) 628-4888 Herltage Reporting Corporation
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{1) they'ra not even hitling the corporate

{2 operating expense Hmits right now. So, that
(31 cap s, to a certain extent, meaningiess and
4) those efficiencies are fiowing through, So, |
{5) think that going to an indexing approach Is
{6) unecassary at this point in time.

(n  CONSUMER ADVOCATE GREGG: Joel?
{8)  MR.LUBIN: |wantedtoclarliya

(9) couple points and also ask Dennis a question
{10) in tenms of his indexing approach, because
(11} ATAT also put forward an indexing, And |
(12) don'tknow if K's the same, so I'm going to
(13) deacribe what we talked about and sc how
{14) parties react.

(15 But for me the diemma here ls that

{16} the Incumbent rural teicos are ratg-of-retum
(17) reguiated. And when you are rate-of-retum
(18} reguiated and then you have, let's say, 1300
(19) study areas, trying to figure out alther a

(20) price-cap mechaniem or a forward-looking
(21) costing tool for the diversity and richnees of

© {22 the 1300 rural study areas, is a very

(23) complicatad process, whether it's a model or
{24y whether its B price cap. And 50, right now
(25) the way in which they're regulated s rate of

n
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(13
(14
(15)
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CETC entored, be ¥ wireless or wirad, they
should get the same amount on day one, but not
the Inflated amount i you're rate~of-retumn
reguiated and K the incumbent's losing a fot
of lines. However, there was a balancing act.
Tha balancing act is if the incumbent is going
o be investing aggressivety for whatever
reason, moving from circult switch to IP.
Whatever the reason, if they're investing
aggressively and the overall revenue
requirement was growing, index the day one
subsidy per line based on the overad revenue
requirement growth ot the incumbent.
Ard all that is attempling to do Is
create a rough-justice balancing act so that
If incumbent is losing & lot of ines and
thay're rate-of-retum reguiated, the subsidy
per kine skyrockets, the new entrant shouldnt
get the higher amount going forward. But i
tho incumbent is investing a It to upgrade
thelr infrastructure, then presumably somecne
elsa who's golng 10 try 1 compets 8 going 1o
also have to upgrade thelr infrastructure,
And so that was the indaxing that we put
forward.

Paga 90
(1) retum.
(2} Now, it's true that we have a cap on
(3) the high-cost fund, but that cap is only on
(4) rural telephone company incumbents and it's

(5) indexed In aggregate. The CLECg who come in, -

{6) be it wiroless or wired, if tey're a CETC,

(1) however much money they get is above and
{8) beyond the cap, the fund.

(8) So, my question to Dennis is what

(10} AT&T put forward was the concept of once a the
{11} CETC shows up, be it wired or wireless you, in
(12) effect, look at what the incumbent per line is

- {13) gelting. The incumbent going forward, i they

(14) losa a lof of Knes such ihat their subsidy
{15) pet line could skyrocket because they're
{18) rate-of-rotum reQuiated, their coets really
{17y aren't shad, bt If, In my exirema, leXs say
{18) they lose half heir ines ust to make &
{19 point. The subsidy per fine could be marg
{(20) than doubled. And we sald, that dossn't seem
(21} %0 be fair # the incumbent, because a CETC
(22) wina hai tha lines and doubles the subskly
(23) perling, that the new enirant shouid get the
{24) sama amount.

(25) However, it did make sense thatif a
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So, my question for Dennis 18, is
that the kind of indexing you were talking
about, because wher: I'm istening 0 some of
the respondiants on the panal, | hear some
pacple saying that they really can't support
thal concept? But my question is, if you
bifurcated it the way | have just done, do
peopte hava a different view In terms of
seeing it as a rough-justice solution?

MR. WELLER:  Rather than go back
through afl of that, it might be easler for me
to expiain what exactly I'm proposing.

First of all, | don't think we

should — first of all ¥ we adopt my sarlier
proposal of one ETC per area, then tho issue
of bifurcation becomes moot. Where we haven't
done that, | dan't think we shouki be
bifurcating. | think we shoiid aiways be e
sama. | don't think we should be setting up
handicapping mechanism. We shouldn't be
saying 1o one, you're loes efficient and we're
poing o make you a handicap. | don't think
that's a good idea.

COMMISSIONER JABER: - Excuse me. I'm
sorry. | just wantad b let you know that the
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{1} court raporter has signaled that you all need {1y mechanism that puks each camierona

(2) 1o use the microphone a litte b closer. {2y per-cost standard. K's set on their starting

(3) Sorry, Madam Chairman. (3) point. ita not based on which particular I

4 MR WELLER: What we're proposing - (4) costmodel wa're trying to take things away

(5} and | think this is alsa in answer to your {5) from them, but saying that going forward

{6) Question you asked earlier, Commissioner {8 they're going to have ¥ manage their business l

{7 Nelson, is that unlike the curent overall cap ()  on this basis.

(8) on the furd, this would apply to al ETCs in (8) COMMISSIONER NELSON:  Real quickly,

(@ all areas, 5o s0rt of close that opening in (@) Josl, and then we move on t ancther l

(16} the control mechanism. (10) queation.

{11} Second, it would be specific to each (1) MR.LUBIN: Just to clarify, the

{12) area, not averaged over the entire fund. | (12) thought process that | shared with you is

{13) think a funny thing about the incentive {13) really for a rate-of-retumn entity. What | l

(14) struchure with the current fund is 1 camier (14} just described is unnacessary for, let's say,

{15) A spends money in year one that affects (15} an incumbent like Verizon. The reason why

{16) carrigr B's draw in year two, and might create (16) it's not necessary is because we're Using 8 l

(17) alitte betier alignment of nterest it (173 high-cost model. And the high-cost model is a

{18) carrier A's decision, affecting carrier A, (18} forward-locking model, which does not create

(19} S0, we're proposing spacific indexing in each (18)  the problem.

(20) area, {20} The fundamental problom that we have I

21} And 1 already mentioned that there ' {21) s wa're not uging a high-cost model to

(22) might be extraordinary circumstances that (22) independently calculate . We're using the

(23) would require various escape patches or (231 incumbent's embexided cost. And becausa of l

(24) safety-valve mechanisms. And | think that is {24y that and because we're using rate of retum,

(25) actually is a better way of dealing with the (25) that's why we see the phenomena and the l
Page 4 Page 96 l

(1) kind of service issues that Jool was talking (1} potential risk exposure on wiraless expansion.

{2) about, because ultimatety alt | can do is (2) And the Issue is is there a way 1o meaimain no

{3) compare to My own company's experience. Wa've (3} model, rate of retum, and create & I

{4 Yot of lines over the last few years, and {4} rough-justice balance. That was the question "

(5} nabody's given us a guarantes. {5) 1was highlighting.

(6 I you ook &t a lot of market ©  COMMISSIONER NELSON: lhavea I

(M estimates, many on Wall Street predict that we (N question for Or. Setwyn.

{8) wh have half as many ihes in a few years as (8) Dr. Satwyn, in Mr. Raynold's

{9} wp had a few years ago. And our response is ®) testimony he refers to the dublous track

(10) to invest more in our natwork to create more {10y record of TELRIC. Do you perceive it would be I

(11) value and generate more revenue. And we're (11)  more ditficult to apply a TELRIC 10 rural

{12) doing that without any guarantaa or without (12) carriers having the experience of non-rurai

(12) any sort of ballout. | think utimately down (13) carrlers, or have we learnad from that I

(14y the lina ¥ you're giving rural carrers (14) expariance that would benefit 1o applying it

{(15) infrastructure grants, you want encowrage them {18) ‘Yo rural caniers?

(18) o do the same thing to get as much value out (16 DR.SELWYN: The dublous experience

(177 of thelr network as possible, not as iiite. (17) with TELRIC is in the eye of the bahoider. | I

(18) And you'd have 10 ask how much {18) don't see specifically offhand why would we

{19) reguiation or interference with thelr prices (19) necessariy not be able to construct models

{20) you want to step in and do, because It might (20) that would establish some indication of order l

(21) interfere with that process, And, again, | (21} of magnitude for different costs for rural

(22} don't think you want ¥ get in it sort of at (22) canlers given the parameters of their

(23) this stage on the way thers, croating separats {23) circumstances. This is not - quile frankly, I

(24) mechanisms for different carrlers in different {24) ft's not rocket science.

(25) markets. | think you need a specific ‘ ) {25) Theas companies, while they each
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